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Sales by the Inter-American Development Bank

of its Ordinary Capital PrimaryObligations

AUD 150000000 6.00 106.074 3-Apr-2012 26-Feb-2021

USD 260000000 Zero Coupon 30.69875746 7-May-2012 7-May-2042

Callable

USD 1500000000 0.50 99.752 29-May-2012 17-Aug-2015

USD 391539000 Floating Rate 100.00 29-June-2012 30-June-2015

Purchases by the Inter-American Development Bank

of its Ordinary Capital Primary Obligations

Borrwing Original Coupon Original Maturity Re-Purchase Re-Purchase
Currency Borrowing Issue Date Amount SettJement

Amount Date Date

7-Oct-2005

INR 9200000000 2.50 7-Apr-2010 11-Mar-2013 3885000000 14-Jun-2012

MXN 2000000000 8.67 7-Oct-2015 1000000000 27-Apr-2012
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Management Discussion andAnalysis

MANAGEMENTS DISCUSSION AND

ANALYSIS
June 302012

INTRODUCTION
The resources of the Inter-American Development Bank the

Bank consist of the Ordinary Capital the Fund for Special

Operations the Intermediate Financing Facility Account and

the 1DB Grant Facility All financial information provided in

this Managements Discussion and Analysis refers to the

Banks Ordinary Capital

This document should be read in conjunction with the Banks

Information Statement dated March 2012 which includes

the Ordinary Capital financial statements for the year ended

December 31 2011 The Bank undertakes no obligation to

update any forward-looking statements

FINANCIAL STATEMENT REPORTING
The financial statements are prepared in accordance with ac

counting principles generally accepted in the United States of

America GAAP The preparation of such financial state

ments requires management to make estimates and assump

tions that affect the reported results Management believes that

some of the more significant estimates it uses to present the

financial results in accordance with GAAP for valuation of

certain financial instruments carried at fair value the allow

ances for loan and guarantee losses and the valuation of

pension and postretirement benefit plan-related liabilities

involve relatively high degree of judgment and complexity

and relate to matters that are inherently uncertain

Most of the Banks borrowings and all swaps including bor

rowing and lending swaps are measured at fair value through

income The reported income volatility resulting from the

non-trading financial instruments is not fully representative of

the underlying economics of the transactions as the Bank

holds these instruments to maturity Accordingly the Bank

excludes the impact of the fair value adjustments associated

with these financial instruments from the regular results of its

operations The Bank defines Income before Net fair value

adjustments on non-trading portfolios and Board of Gover

nors approved transfers as Operating Income Net fair val

ue adjustments on non-trading portfolios and Board of Gover

nors approved transfers are reported separately in the Con

densed Statement of Income and Retained Earnings

FINANCIAL HIGHLIGHTS

LEivoIivcoFEJtirIoivsDuring the first six months of2012

the Bank approved 56 loans totaling $3356 million compared

to 27 loans that totaled $1543 million during the same period

in 2011 There were two non-trade-related guarantees ap

proved without sovereign counter-guarantee for $20 million

2011 two for $40 million and 136 trade-related guarantees

References to captions in the attached condensed quarterly financial statements

and related notes are identified by the name of the caption beginning with cap-

jul letter
every

time they appear
in this Managements Discussion and Analysis

were issued for total of $340 million 2011 90 guarantees

issued for total of$ 195 million

The portfolio of non-sovereign-guaranteed loans increased to

level of $3624 million compared to $3316 million at De
cember 31 2011 The non-sovereign guarantees exposure

increased $44 million to $891 million compared to $847 mil

lion at the end of the previous year As of June 30 20126.7%

of the outstanding loans and guarantees exposure was non-

sovereign-guaranteed compared to 6.2% at December 31
2011

Total allowances for loan and guarantee losses amounted to

$215 million at June 30 2012 compared to $175 million at

December31 2011 The Bank had non-sovereign-guaranteed

loans with outstanding balances of $264 million classified as

impaired at June 30 2012 compared to $129 million at the

end of the prior year All impaired loans have specific allow

ances for loan losses amounting to $82 million at June 30

2012 compared to $41 million at December 312011

In 2011 the Bank approved the Flexible Financing Facility

FFF effective on January 2012 The FFF is now the only

financial preduct platform for approval of all new Ordinary

Capital sovereign-guaranteed loans With FFF loans borrow

ers have the ability to tailor financial terms at approval or dur

ing the life of loan subject to market availability and opera

tional considerations The FFF platform allows borrowers to

manage currency interest rate and other types of expo

sures ii address project changing needs by customizing loan

repayment terms to better manage liquidity risks iii manage

loans under legacy financial products and iv execute

hedges with the Bank at loan pottfolio level

For 2012 the Board of Executive Directors approved lend

ing spread of 0.62% credit commission of 0.25% and no

supervision and inspection fee compared to lending spread

of 0.80% credit commission of 0.25% and no supervision

and inspection fee in 2011

BoljowmrG OPERATIONS During the first six months of

the year the Bank issued bonds for total face amount of

$7176 million 2011 $1098 million that generated

proceeds of $6478 million 2011 $1098 million

representing increases of $6078 million and $5380 million

respectively compared to the same period last year The aver

age life of new issues was 4.0 years 2011 3.7 years The

higher level of borrowing operations during the first semester

of 2012 was mainly due to larger funding program in part

based on higher level of debt redemptions In addition last

years lower borrowings reflected the positive impact on the

Banks liquidity levels of the conversion of $3225 million of

non-borrowing member currency holdings subject to main-

tenance of value
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PYívdvc1z wcuzrs Operating Income during the first six

months of 2012 was $425 million compared to $628 million

for the same period last year decrease of $203 million This

decrease was mainly due to decrease in net interest income

of $81 million decrease in net investment gains of $44 mil

lion an increase in net non-interest expense of $20 million

and an increase in the provision for loan and guarantee losses

of $63 million

During the six months ended June 30 2012 the trading in

vestments portfolio experienced net mark-to-market gains of

$115 million compared to $159 million experienced during

the six months ended June 30 2011 The trading investments

portfolios net interest income which excludes realized and

unrealized investment gains and losses added income of $18

million during the first six months of the year compared to

$30 million during the same period in 2011

The provision credit for loan and guarantee losses increased

from $23 million in the first semester of 2011 to $40 million

in 2012 as result of an increase in impaired loans in the non-

sovereign-guaranteed portfolio

With the election of the fair value option for substantial

number of the borrowings in 2008 the changes in fair value of

the borrowing swaps are significantly offset by the changes in

fair value of the associated borrowings However income

volatility still results from changes in the Banks credit

spreads and swap basis spreads which affect the valuation of

borrowings and swaps respectively the changes in fair value

of lending swaps which are not offset by corresponding

changes in the fair value of loans as all Banks loans are rec

orded at amortized cost and the changes in fair value of equi

ty duration swaps To reduce over time the income volatility

resulting from these financial instruments effective January

2011 the Bank modified its borrowing fair value option poli

cy addressing income volatility on financial instruments

portfolio basis rather than on an instrument-by-instrument

basis Net fair value adjustments on non-trading portfolios for

the six months ended June 302012 amounted to loss of $88

million compared to $188 million for the same period last

year Fair value losses on lending swaps of $185 million

losses associated with changes in the Banks credit spreads on

the borrowing portfolio approximately $5 million and losses

from changes in swap basis spreads approximately $50 mil

lion were partially offset by gains on equity duration swaps

$51 million and gains on swaps where the associated bond

was not elected for fhir value treatment $101 million See

Note Ito the Condensed Quarterly Financial Statements for

further discussion on changes in fair value on non-trading

portfolios

CirzizmoOn February 292012 the ninth general

increase in the resources of the Bank IDB-9 entered into

effect which was also the effective date of the first install

ment The IDB-9 provides for an increase in the Banks Ordi

nary Capital of $70000 million to be subscribed to by Bank

members in five annual installments Of this amount $1700

million is in the form of paid-in capital stock and the remaind

er constitutes callable capital stock As of April 20 2012 the

deadline for member countries to commit to subscribe to addi

tional ordinary capital stock subscriptions from 46 member

countries amounting to $65731 million were received by the

Bank The Netherlands and Venezuela did not subscribe to the

respective shares of the increase that had been reserved for

them amounting to $4269 million of which $237 million

correspond to the shares reserved for the Netherlands and

$4032 million correspond to those for Venezuela Of the

total shares subscribed 5134300 shares in the amount of

$61937 million or 88% of the total increase were eligible for

allocation representing the amount of shares subscribed less

shares that were not allocated in order to comply with the

associated minimum voting power requirements of the

Agreement Of the total shares allocated $1504 million

represents paid-in capital stock and $60433 million represents

callable capital stock

The shares of the increase that had been reserved for the

Netherlands and Venezuela 19639 and 334278 shares re

spectively are being held by the Bank and will be reallocated

by the Banks Board of Governors

On February 29 2012 Canada notified the Bank that it was

exercising its right to replace shares of non-voting callable

capital stock with shares allocated under the IDB-9 Accor

dingly effective March 30 2012 Canada replaced 40358

non-voting callable shares in the amount of $487 million with

an equal amount of voting callable shares under the IDB-9

Despite the increased lending in response to the global finan

cial crisis the Banks capital adequacy position remains

strong as determined by its capital adequacy policy The capi

tal adequacy framework provides rules that support the deter

mination of capital requirements for credit and market risk as

well as operational risk

The Total Equity-to-Loans Ratio TELR at June 30 2012

was 32.1% compared to 31.3% at the end of last year See

Table
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Box Selected Financial Data

Amounts expressed in millions ofUnited States dollars

Six months ended Year ended

June 30 December 31

2012 2011 2011

Lending Summary

Loans and guarantees approvedW 3376 1583 10400

Undisbursed portion of approved loans 25188 20834 23994

Gross loan disbursements 2046 2728 7898

Net loan disbursements 244 368 3297

income Statement Data

Operating income 425 628 836

Net fair value adjustments on non-trading portfolios 88 188 919

Board of Governors approved transfers 200 200 200

Net income loss 137 240 283

Returns and Costs after swaps

Return on average loans outstanding 2.55% 2.80% 2.75%

Return on average liquid investments
55

2.02% 2.64% 0.65%

Average cost of borrowings outstanding during the period 0.92% 0.83% 0.8 1%

June 30 December 31

2012 2011 2011

Balance Sheet Data

Cash and investments-net after swaps 19101 13758 13882

Loans outstanding 65978 63533 66130

Borrowings outstanding after swaps 62298 55284 58015

Equity 20194 21199 19794

Total Equityt9-to-Loans
10

Ratio 32.1% 33.7% 31.3%

Excludes
guarantees

issued under the Trade Finance Facilitation Program

Includes gross loan disbursements less principal repayments

Seepage for flill discussion of Operatinglncome under Results of Operations

Net fair value adjustments on non-trading portfolios mostly relate to the changes in the fair value of the Banks

lending swaps due to changes in USD interest rates and for which the offsetting changes in value of the loans are

not recognized since the loans are not fair valued as well as the changes in the fair value of the Banks borrowin

due to changes in the Banks own credit spreads See Note Ito the financial statements for further details

Geometrically-linked time-weighted returns

Net of Payable for investment securities purchased and cash collateral received and receivable for investment securities sold

Excludes lendingswaps in net liability position of $1835 million as of June 30 2012 2011 -$878 million and

$1546 million as of December 31 2011

Net of premium/discount

Total Equity is defined as Paid-in
capital

stock less Cap ital subscriptions receivable Retained earninge and

the allowances for loan and guarantee losses minus borrowing countries local currency cash balances net receivable

from members but not net payable to members and the cumulative effects of Net fair value adjustments on non-trading

portfolios

IS
Includes loans outstanding

and net guarantee exposure

CAPITAL ADEQUACY
The capital adequacy framework consists of policy on capi- cy includes capital requirements for operational risk and the

tal adequacy and systems that support the determination of
exposure

from the obligation to fund any changes in the

capital requirements for credit and market risk in both the shortfall/surplus of the Banks retirement funds

Banks lending and Ireasuty operations In addition the poli
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The capital adequacy policy allows the Bank to measure the

inherent risk in its loan portfolio due to the credit quality of its

borrowers and the concentration of its loans and to make

flexible adjustments to changing market conditions As such

specific risk limits in terms of capital requirements for in

vestments and derivatives are included that enable Manage

ment to design more efficient funding and investment strate

gies following the risk tolerance established by the Board of

Equity

Paid-in capital stock

Less Capital subscriptions receivable

Retained earnings

General reserve

Special reserve

Plus

Allowances for loan and guarantee losses

Minus

Executive Directors As determined under the policy the

Bank is well capitalized

Table presents the composition of the TELR as of June 30

2012 and December 31 2011 It shows that the TELR in

creased from 31.3% to 32.1% mainly due to an increase in

Total Equity and lower loans outstanding and net guarantee

exposure

June30 December31

2012 2011

4339

4339

13050 12890

2565 2565

20194 19794

215 175

Bormwing countries local currency cash balances

Net receivable frommeirbers

Cumulative net fisir value adjustments on non-trading

portfolios

Total Equity

Loans outstanding and net guarantee exposure

Total Equity-to-Loans
Ratio

Includes Accumulated other comprehensive income

CONDENSED BALANCE SHEET

Lo..IAV.Po.NrFoLfo The Bank offers loans and guarantees

to its borrowing member countries to help meet their devel

opment needs In addition under certain conditions and sub

ject to certain limits the Bank may make loans and guaran

tees without sovereign guarantee in all economic sectors

and ii directly to private sector or sub-national entities cany

ing out projects in borrowing member countries The Bank

also lends to other development institutions without sovereign

guarantee Non-sovereign guaranteed operations are currently

capped to an amount such that risk capital requirements for

such operations do not exceed 20% of Total Equity2

The loan portfolio is the Banks principal earning asset of

which at June 30 2012 95% was sovereign-guaranteed At

June 30 2012 the total volume of outstanding loans was

of March 31 2012 the date of the latest quarterly report to the Boani of Executive

Directors the risk capital requirements of non-sovereign-guaranteed operations was

$1144 million or 5.4% of Total Equity

$65978 million compared with $66130 million as of De
cember 31 2011 The slight decrease in the loan portfolio

was mostly due to higher level of loan collections $2290

million than disbursements $2046 million that was partial

ly offset by positive currency translation adjustments

$9lmillion

As of June 30 2012 6.7% of the outstanding loans and guar

antees exposure was non-sovereign-guaranteed compared to

6.2% at December 31 2011 The non-sovereign- guaranteed

loan portfolio totaled $3624 million compared to $3316

million at December 312011

IiVVES74fEiV7FOA7POLIO The Banks investment portfo

lio is mostly comprised of highly-rated debt securities and

bank deposits Its volume is maintained at level sufficient to

ensure that adequate resources are available to meet future

cash flow needs Net investment levels after swaps increased

$5317 million during the first six months of 2012 mainly

resulting from net cash inflows from borrowings $4231

million net loan collections $244 million collection of

Table TOTAL EQUITY-TO-LOANS RATIO

Amounts expressedin millions ofUnitedStates dollars

4640

61
4579

164 173

85 76

1329 1241

21489

66921

32.1%

20961

67030

313%
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capital subscriptions under the IDB-9 $240 million net cash

inflows from operating activities $404 million and mark-to-

market gains $115 million partially offset by negative cur

rency translation adjustments $36 million

iloeAOIvJjVQPOAJFOLIO The portfolio of borrowings is

mostly comprised of medium- and long-term debt raised di

rectly in capital markets Borrowings outstanding after

swaps increased $4283 million compared with December

312011 primarily due to larger amount of new borrowings

than maturities $4231 million the accretion of discount on

borrowings $218 million and collection of the accretion of

discount on borrowing swaps $75 million partially offset

by net decrease in the fair value of borrowings and related

swaps $181 million and negative currency translation ad

justments $43 million

4QUJrJ Equity at June 30 2012 was $20194 million an

increase of $400 million from December 31 2011 reflecting

paid-in capital received under the IDB-9 of $240 million net

income of $137 million and the reclassification of unrecog

nized actuarial losses of $28 million to net income partially

offset by currency translation adjustments of $5 million

RESUL7SOFOPBA4rIONS
Table shows breakdown of Operating Income For the six

months ended June 30 2012 Operating Income was $425

million compared to $628 million for the same period last

year decrease of $203 million This decrease was mainly

due to decrease in net interest income lower net investment

gains and increases in non-interest expense and the provision

for loan and guarantee losses

The Bank had net interest income of $629 million during the

first semester of 2012 compared to $710 million for the same

period last year decrease of $81 million mainly due to

reduction in net interest income from loans The lending

spread on most of the Banks loans decreased from 0.80% in

2011 to0.62%in2012

The Banks trading investments portfolio contributed net

mark-to-market gains of $115 million during the period

compared to $159 million for the same period in 2011 as the

portfolios recovely continued to be in line with the world

financial markets Net losses of $85 million relative to pur

chased price were realized compared to $1 million in 2011

Non-interest expense increased $20 million mainly due to

higher net periodic pension costs of $28 million as result of

the amortization of unrecognized net actuarial losses and an

increase in the service cost due to the decrease in the discount

rate at the end of 2011 partially offset by decrease in special

programs of $6 million

The provision credit for loan and guarantee losses increased

from $23 million in the first semester of 2011 to $40 million

in the first semester of 2012 mostly due to an increase in non-

sovereign-guaranteed impaired loans

Table OPFRATING INCOME

Expressed in millions of United States dollars

Loan interest income

Investment interest income

Other interest income

Less

Borrowing expenses

Net interest income

Other loan income

Net investment gains

Other expenses

Provision credit for loan and guarantee losses

Net non-interest expense

Total

Six months ended

June30

2012 2011

805 845

49 48

52 51

906 944

277 234

629 710

32 27

115 159

40 23

311 291

351 268

425 628Operating Income
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The average interest-earning asset and interest-bearing liabili

ty portfolios after swaps and the respective financial returns

and costs for the six months ended June 30 2012 and 2011

and the year ended December 312011 are shown in Table

Table ASSEF/LIABIL11Y PORTFOLIOS AND FINANCIAL REHJRNS/COSTS

Amounts expressed in millions of United States dollars

Liquid investments
23

Total earning assets

Borrowings

Net interest nnrgin 1.53

COMMITMENTS
C14AAJV7EES The Bank makes partial non-trade related

guarantees with or without sovereign counter-guarantee In

addition the Bank provides credit guarantees without sove

reign counter-guarantee for trade-finance transactions under

its Trade Finance Facilitation Program During the six months

ended June 30 2012 there were two non-trade-related guar

antees approved without sovereign counter-guarantee for $20

million 2011 two for $40 million Also the Bank issued

136 trade-relFated guarantees for total of $340 million 2011

90 guarantees issued for total of $195 million

CoNrx4cruAz OBLIQATIOiVS The Banks most signifi

cant contractual obligations relate to undisbursed loans and

the repayment of borrowings At June 30 2012 undisbursed

loans amounted to $25188 million and the average maturity

of the medium- and long-term borrowing portfolio after

swaps was 4.4 years with contractual maturity dates through

2042g

LIQUIDITY MANAGEMENT
Credit markets were mixed in the second quarter of 2012 due

to uncertainty in the economic recovery of many European

countries Other economies notably that of the United States

further showed signs of deceleration or weakness prompting

downward revisions to global growth projections In this en

vironment rates in various markets continued the trend lower

due to growing expectations of further official stimuli

The Banks exposure to structured assets continued to be

reduced through repayments at par of $217 million during the

first six months of the year 201 1$503 million and se

lected asset sales While the market for structured assets con

tinued to be depressed with limited liquidity the Bank ex
ecuted number of sales thereby reducing exposure to the

sector at higher prices Valuations on the remaining portfolio

continue to be impacted by market fuctors such as uneven

liquidity rating agency actions and the prices at which actual

transactions occur The Bank continues to maximize where

possible the use of the market inputs in the valuation of its

investments including external pricing services independent

dealer prices and observable market yield curves

The Bank continues to closely monitor the asset quality of its

investments portfolio analyzing and assessing the fundamen

tal value of its securities with particular focus on its asset-

backed and mortgage-backed securities

During the six months ended June 30 2012 the Bank recog

nized $115 million of mark-to-market gains in its trading

investments portfolio 2011 $159 million These invest

ment gains to major extent relate to gains recognized in the

$1726 million asset-backed and mortgage-backed securities

portion of the portfolio and the general recovery in credit

assets As of June 30 2012 45.5% of this portfolio is still

rated AAA and AA and 72.2% is rated investment grade

compared to 48.2% and 72.9% respectively at December 31

2011

Loans

Six months ended Six months ended Year ended

June 30 2012 June 30 2011 December 31 2011

Average Return/Cost Average Return/Cost Average Return/Cost

balance balance balance

66021 2.45 62767 2.71 63420 2.65

16815 2.02 15648 2.64 15110 0.65

82836 2.36 78415 2.70 878530 2.27

60493 0.92 56677 0.83 56794 0.81

Excludes loan fees

Geometrically-linked time-weighted returns

Includes pins and losses

Represents annualized net interest income as percent of averapr earning assets

1.83 1.82

The maturity structure of medium- and long-term borrowings outstanding at the end

of 2011 is presented in Appendix 1-4 to the December31 2011 financial statements
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Table shows breakdown of the trading investments port

folio and related swaps at June 30 2012 and December 31

2011 by major security class together with unrealized gains

and losses included in Income from Investments Net gains

on securities held at the end of the respective period

Table TRADING INVIISTMFNLS PORTFOUO BYM4JOR SECURJIY CLASS

Expressedin millions of United States dollars

Obligations of the United States Govemnnt and

its corporations and agencies

U.S invemment-sponsored enterprises

Obligations ofnon-U.S governments and agencies

Bank obligations

June 30 2012

Unrealized

Fair Gains

Value Losses

December 31 2011

Unrealized

Fair Gains

Value Losses

Represents unrealized gains and losses included in Income from Investments-Net gains for the correspondingperiod

COMMERCIAL CREDIT RISK
Connnercial credit risk is the exposure to losses that could

result from the default of one of the Banks investment trad

ing or swap counterparties The main sources of commercial

credit risk are the financial instruments in which the Bank

invests its liquidity In accordance with its conservative risk

policies the Bank will only invest in high quality debt in

struments issued by governments government agencies mul
tilateral organizations financial institutions and corporate

entities including asset-backed securities

Table provides details of the estimated current credit expo

sure on the Banks investment and swap portfolios net of

collateral held by counterparty rating category As of June

30 2012 the credit exposure amounted to $19873 million

compared to $14121 million as of December 31 2011 The

credit quality of the portfolios continues to be high as 87.4%

of the counterparties are rated AAA and AA 8.4% are rated

1.2% are rated BBB and 3.0% are rated below BBB
compared to 88.8% 4.8% 2.5% and 3.9% respectively at

December 31 2011

As of June 30 2012 out of the Banks total current credit

exposure in Europe of $7392 million $6718 million at De
cember 31 2011 the direct exposure to three Eurozone coun

tries rated BBB or lower Italy Portugal and Spain was

$18 million $147 million at December 31 2011 The expo

sure was entirely composed of government agencies In addi

tion in the countries specified the Bank had $331 million

$401 million at December 31 2011 of exposure in asset-

backed and mortgage-backed securities generally rated high

er than the sovereigns and $1 million
exposure on swaps

$24 million at December31 2011 All the remaining Euro

pean current exposure of $7042 million $6146 million at

December 31 2011 regardless of asset class was in coun

tries rated AA or higher

Mortgage-backed securities

U.S residential

Non-U.S residential

U.S commercial

Non-U.S commercial

Asset-backed securities

Collateralized loan obligations

Other collateralized debt obligations

Other asset-backed securities

Total investments-trading

Currency and interest rate swaps

1050

348

353

140

209

5467 1974

635 841

7865 37 5586

3723 32 3323

27 1269 41
12 444

16 419 54
167 13

239

676 750 27

438 13 470 22

110 125

128 155

19416 40 13743 27

59 32 96 41
19357 72 13647 68Total

Includes accrued interest of $33 million 2011 $40 million for trading investments and $15 million 2011 $27 miffion for currency

and interest rate swaps presented in the Condensed Balance Sheet under Accrued interest and other charges
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Table Current Credit Exposure Net of Collateral Hek by Counterparty Rating Category

Amounts expressed in millions of United States dollars

June 30.2012

Total

Includes $914 million of Governments and agencies rated A1 the highest short-term rating

December3l2011

10

BBB

BB

CCC

CC and below

Total

Governments

and Agencies

3756

4436

140

213

358

60

140

213

134

378 14121

of

Total

32.0

56.8

4.8

2.5

0.4

1.0

1.5

1.0

100.0

Includes $105 million of Governments and agencies rated Al the highest short-term rating

OTHER DEVELOPMENTS
FJ1VAíVCJAL AEFOAAfJJIE DoD-FAi.vK fliii

SFAEEF ltEFOAiSFAiVP CovsuvEA AcorEcrIov.dc7
In July 2010 the President of the United States of America

signed into law the Dodd-Frank Wall Street Reform and

Consumer Protection Act The Act seeks to reform the U.S

financial regulatory system by introducing new regulators and

extending regulation over new markets entities and activi

ties The implementation of the Act is dependent on the de

velopment of various rules to clarify and interpret its re

quirements Pending the implementation of these rules the

Bank continues to assess the future impact of this financial

regulatory reform on its operations

PA7ZtiVr FAOrECrIOV AiVP dFFORPABZE CARE ACT

PR4CA iivo HEALTH CARE AM EiwcArION

AECOiVCIzIAJYOiv ACr OF 211/ HCEAd In March

2010 the President of the United States signed into law the

PPACA and the HCERA The new legislation seeks to

reform aspects of the U.S health care system and its various

provisions will be regulated and become effective over the

following several yema It is the Banks intention to imple

ment provisions of the legislation to the extent not already

reflected in the Banks employee medical insurance program

and as may be deemed appropriate given its status as an in

ternational organization The Bank continues to closely moni

tor the implementation of the legislation Management be

lieves that the impact of the legislation will not be material to

the Banks financial position and results of operations

Investments

Governments

and Agencies

5333

7631

865

Total

Counterparty rating

AAA
AA

BBB

BB

CCC

CC and below

Total

Banks

331

2937

455

Exposure on

ABS and Net Ssap Investments of

MBS Exposure and Swaps Total

115 5779 29.1

670 356 11594 58.3

243 101 1664 8.4

18 218 236 1.2

120 83 203 1.0

129 0.6

13967 3723

129

152

116

1726

152 0.8

116 0.6

457 19873 100.0

Counterparty rating

AAA
AA

Investments Exposure on

ABS and Net Sp Investments

Banks MBS Exposure and

490 273 4519

2587 701 290 8014

147 246 202 88 683

62 296

60

134

8401 3323 2019
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LIrIGArJo.4 On July 17 2012 the Bank was notified

that local court in one of the Banks borrowing member

countries had issued an order in litigation relating to

non-sovereign guaranteed loan operation pursuant to

which the Bank may be required to pay an amount in

connection with such litigation equivalent to approx

imately $40 million The Bank is currently examining

legal alternatives to contest the payment of this amount

GEi7IEiVTCJJAiVCES On July 202012 Mr Jorge da

Silva was appointed Executive Auditor of the Bank effective

September 12012

On June 2012 Ms Daisy Seebach was appointed Ethics

Officer of the Bank effective August 12012

On April 122012 Mr Jose Juan Ruin Gomez was appointed

General Manager of the Department of Research and Chief

Economist effective May 162012

CJz..ivQE IVEXrE W4L .du.ozroz After competitive

bidding process KPMG LLP was selected as the Exter

nal Auditors of the Bank for the five-year period 20 12-

2016 as Ernst Young LLP completed its second and

last five-year term in early 2012 in compliance with the

Banks mandatory rotation policy



Condensed Quarterly Financial Statements 12

Condensed Quarterly Financial Statements

Unaudited
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ORDINARYCAPITAL

INTER-AMERICAN DEVELOPMENT BANK

CONDENSED BALANCE SHEET

Expressed in millions of Un ited States dollars

June 30 December 31

2012 2011

Unaudite Unaudited

ASSETS

Cash andinwstments

Cash-NoteP 1644 1189

Investments Trading Notes and 19383 21027 13703 14892

Loans outstanding -Notes EandP 65978 66130

Allowance for loan losses 192 65786 150 65980

Aecruedinterest andother charges 807 851

Recehable from members 294 295

Currency and interest rate ssaps Notes and

Investments -trading 28 11

Loans 44 112

Borrowings 6854 6702

Other 267 7193 215 7040

Other assets 415 374

Total assets 95522 89432

LLBIIJTLF AND EIUHY
liabilities

Borrowings Notes land

Short-term 810 898

Medium- and long-term

Measured at fair value 48219 48901

Measured at amortized cost 19472 68501 14124 63923

Currency and interest rate swaps Notes II land

Investments trading 72 80

Loans 1879 1658

Borrowings 651 794

Other 2603 2532

Payable for investment securities purchased and cash collateral received 1900 943

Amounts payable to maintain value of currency holdings 209 219

Due to 1DB ant Facility Note 403 272

Accmed interest on borrowings 533 538

Liabilities under retirement benefit plans 803 796

Other liabilities 376 415

Total liabilities 75328 69638

Fquity

Capital stock Note

Subscribed 9688828 shares 2011 -8702335 shares 116880 104980

Less callable portion 112240 100641

Paid-in capital stock 4640 4339

Capital subscriptions receivable 61
Retained earnings 15625 15488

Accumulated other corrprehensive income loss 10 20194 33 19794

Total liabilities and equity 95522 89432

The accompanying notes are an integral part of these condensed quarterly financial statements
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ORDINARYCAPITAL

INTER-AMERICAN DEVELOPMENT BANK

CONDENSED STA TEMENT OF INCOME AND RETA INED EARNINGS

Exoressed in millions of United Slates dollarc

Net income

Other consprehensiw income loss

Translation adjustments

Reclassification to income amertization of net unrecognized actuarial

losses and prior service cost on retirement benefits plans

Total otherconprehensive income loss

Comprehensiw income

The accompanying notes are an integral part ofthese condensed quarterly financial statements

14

Three months ended

June 30
2012 2011

UnaIKlitec

413 449

Six months ended

June30

2012 2011

1Jnauthe

837 872

Income

Loans after swaps Notes and

Investments Notes and

Interest

Net gains

Other interest income

Other

Total income

Expenses

Borrowing expenses after swaps Notes and

Provision credit for loan and guarantee losses -Note

Administrative expenses

Special progranu

Total expenses

Income before Net fair salue adjustments on non-traling

portfolios and Board of Cowrnors approsed transfers

Net fair salue adjustments on non-trahng portfolios Notes and

Board of Gosernors approsed transfers Note

Net income

Retained earnings beginning of period

Retained earnings end of penod

CONDENSED STA TEMENTOF COMPREHENSIVE INCOME

..tln. frT i..ii

24

18

27

489

135

11
164

12

300

189

171

18

15607

15625

24

30

26

530

104

25
147

16

242

288

238

50

15961

16011

49

115

52

22

1075

277

40

313

20

650

425

88

200

137

15488

$15625

48

159

51

10

1140

234

23
275

26

512

628

188

200

240

15771

16011

Three months ended

June 30

2012 2011

Unaudltec

18 50

14

23

41 49

Six months ended

June30

2012 2011

Uisaudte

137 240

28

23

160 239
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ORDINARY CAPITAL

INTER-AMERICAN DEVELOPMENT BANK

CONDENSED STA TEMENT OF CASH FLOWS

Expressed in millions of United States dollars

Six months ended

June 30

2012 2011

Unaudited

Cash flows from lending and other activities

Lending

Loan disbursements net of participations 2046 2728
Loan collections net ofparticipations 2290 2360

Net cash provided by used in lending activities 244 368
Miscellaneous assets and liabilities 36 75
Net cash provided by used in lending and other activities 208 443

Cash flows from financing activities

Medium- and long-term borrowings

Proceeds from issuance 6374 1219

Repayments 2055 5701

Short-termbormwings net 88 1409

Cash collateral received 553 24

Collection of capital subscriptions 240 19

Payments of maintenance of value to members 11 243
Net cash provided by used in financing activities 5013 3273

Cash flows from operating activities

Gross purchases of trading investments 11820 9548
Gross proceeds from sale or maturity oftrading investments 6652 12650

Loan income collections after swaps 867 875

Interest and other costs ofborrowings after swaps 117 126
Income from investments 25 53

Otherinterest income 47 51

Other income 22 10

Administrative eqenses 291 278

Special programs 30 27
Transfers to the 1DB Grant Facility 69
Net cash used in provided by operating activities 4764 3660

Fifect of exchange rate fluctuations on cash

Net increase decrease in cash 455 55

Cash beginning of year 1189 242

Cash end of period 1644 187

The accompanying notes are an integral part of these condensed quarterly financial statements
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ORDINARY CAPITAL

iNTER-AMERICAN DEVELOPMENT BANK

NOTES TO THE CONDENSED QUARTERLY
FINANCIAL STATEMENTS UNAUDITED

NOTE FINANCIAL INFORMATION

The primary activities of the Inter-American Development

Bank the Bank are conducted through the Ordinary Capital

which is supplemented by the Fund for Special Operations

FSO the Intermediate Financing Facility Account and the

1DB Grant Facility Unless otherwise indicated all financial

information provided in these Condensed Quarterly Financial

Statements refers to the Ordinary Capital The Condensed

Quarterly Financial Statements should be read in conjunction

with the December 31 2011 financial statements and notes

therein Management believes that the condensed quarterly

financial statements reflect all adjustments necessary for fair

presentation of the Ordinary Capitals financial position and

results of operations in accordance with accounting principles

generally accepted in the United States of America GAAP
The results of operations for the first six months of the current

year are not necessarily indicative of the results that may be

expected for the full year

NOTE SUMMARY OF SIGNIFICANT ACCOUNT
ING POLICIES

The financial statements are prepared in conformity with

GAAP The preparation of such financial statements requires

Management to make estimates and assumptions that affect

the reported amounts of assets and liabilities the disclosure of

contingent assets and liabilities at the date of the financial

statements and the reported amounts of revenues and ex

penses during the reporting period Actual results could differ

from these estimates Areas in which significant estimates

have been made include but are not limited to the valuation

of certain financial instruments carried at fair value the al

lowances for loan and guarantee losses and the valuation of

pension and posiretirement benefit plan-related liabilities

Accounting pronouncements

In 2011 the Financial Accounting Standards Board FASB
issued Accounting Standards Update ASU No 2011-11

Balance Sheet Topic 210 Disclosures about Offsetting

Assets and Liabilities that requires disclosure of both gross

information and net information about financial and deriva

tive instruments eligible for offset in the statement of finan

cial position and instruments and transactions subject to an

agreement similar to master netting arrangement for annual

reporting periods beginning on or after January 2013 and

interim periods within those annual periods The objective of

this disclosure is to facilitate comparison between those enti

ties that prepare their financial statements on the basis of

GAAP and those entities that prepare their financial state

ments on the basis of International Financial Reporting Stan

dards The required disclosures should be provided retrospec

the process of assessing the impact that these new disclosures

will have on its financial statements

NOTE INVESTMENTS

As part of its overall portfolio management strategy the Bank

invests in government agency corporate and bank obliga

tions asset-backed and mortgage-backed securities and re

lated financial derivative instruments primarily currency and

interest rate swaps

For government and agency obligations including securities

issued by an instrumentality of government or any other

official entity the Banks policy is to invest in obligations

issued or unconditionally guaranteed by governments of cer

tain countries with minimum credit quality equivalent to

AA- rating agency asset-backed and mortgage-backed secur

ities require credit quality equivalent to AAA rating Ob
ligations issued by multilateral organizations require credit

quality equivalent to AAA rating In addition the Bank

invests in bank obligations issued or guaranteed by an entity

with senior debt securities rating of at least and in cor

porate entities with minimum credit quality equivalent to

AA- rating asset-backed and mortgage-backed securities

require credit quality equivalent to AAA rating The

Bank also invests in short-term securities of the eligible in-

vestment asset classes mentioned above provided that they

carry only the highest short-term credit ratings

Net unrealized gains of $72 million on trading portfolio in

struments held at June 30 2012 compared to $123 million at

June 30 2011 were included in Income from Investments-

Net gains Unrealized gains recognized are to large extent

related to the asset-backed and mortgage-backed securities

portion of the portfolio which at June 30 2012 amounted to

$1726 million $2705 million at June 30 2011 and the

general recovery in credit assets

In the second quarter of 2012 the recovery of the investments

portfolio slowed down as result of mixed markets in the

wake of increased macroeconomic uncertainty in the worlds

major economies Valuations on the asset-backed and mort

gage-backed portion of the portfolio continue to be impacted

by market factors such as uneven liquidity rating agency

actions and the prices at which actual transactions occur The

Bank continues to maximize where possible the use of mar
ket inputs in the valuation of its investments including exter

nal pricing services independent dealer prices and observa

ble market yield curves

summary of the trading investments portfolio at June 30

2012 and December 31 2011 is shown in Note Fair

Value Measurements

tively for all comparative periods presented The Bank is in
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NOTED LOANS AND GUARANTEES

LOAN CHARGES For 2012 the Board of Executive Directors

approved lending spread of 0.62% credit commission of

0.25% and no supervision and inspection fee These charges

apply to sovereign-guaranteed loans excluding emergency

loans comprising approximately 93% of the loan portfolio

and are subject to annual review and approval by the Board of

Executive Directors

GUARAIVTEES During the six months ended June 30 2012

there were two non-trade-related guarantees approved with

out sovereign counter-guarantee for $20 million 2011 two

for $40 million As of June 30 2012 the Bank had ap
proved net of cancellations and maturities non-trade-related

guarantees without sovereign counter-guarantees of $1114

million $1094 million as of December 31 2011 In addi

tion the Bank has approved guarantee with sovereign coun

ter-guarantee of $60 million

Under its non-sovereign-guaranteed Trade Finance Facilita

tion Program TFFP in addition to direct loans the Bank

provides credit guarantees on short-term trade related transac

tions The TFFP authorizes lines of credit in support of ap
proved issuing banks and non-bank financial institutions with

an aggregate program limit of up to $1000 million outstand

ing at any time During the first six months of the year the

Bank issued 136 guarantees for total of $340 million under

this program 2011 90 guarantees for total of $195 mil

lion

At June 30 2012 guarantees of $1022 million $980 million

at December 31 2011 including $396 million issued under

the TFFP $418 million at December 31 2011 were out

standing and subject to call This amount represents the max
imum potential undiscounted future payments that the Bank

could be required to make under these guarantees An amount

of $38 million $38 million at December 312011 of guaran

tees outstanding has been re-insured to reduce the Banks

exposure Outstanding guarantees have remaining maturities

ranging from to 13 years except for trade related guarantees

that have maturities of up to three years No guarantees pro
vided by the Bank have ever been called

At June 30 2012 and December 31 2011 the Banks expo

sure on guarantees without sovereign counter-guarantee net

of reinsurance amounted to $891 million and $847 million

respectively and was classified as follows in millions

June 30 December 31
internal Credit Risk Classification 2012 2011

FeI1ent 104 140

Very Strong 255 159

Strong 163 146

Satisfactory 258 253

Fair 12 27

Weak 96 106

Possible loss 16

Total 891 847

NOTE CREDIT RISK FROM LOAN PORTFOLIO

The loan portfolio credit risk is the risk that the Bank may not

receive repayment of principal and/or interest on one or more

of its loans according to the agreed-upon terms The loan

portfolio credit risk is determined by the credit quality of and

exposure to each borrower

The Bank manages two principal sources of credit risk from

its loan activities sovereign-guaranteed loans and non-

sovereign-guaranteed loans Approximately 95% of the loans

are sovereign-guaranteed

SOVEREIGN-GUARANTEED LOANS When the Bank lends to

public sector borrowers it generally requires full sovereign

guarantee or the equivalent from the borrowing member state

In extending credit to sovereign entities the Bank is exposed

to country risk which includes potential losses arising from

countrys inability or unwillingness to service its obligations

to the Bank

For the Bank the likelihood of experiencing credit event in

its sovereign-guaranteed loan portfolio is different than com
mercial lenders The Bank does not renegotiate or reschedule

its sovereign-guaranteed loans and historically has always

received full principal and interest due at the resolution of

sovereign credit event Accordingly the probabilities of de
fault to the Bank assigned to each country are adjusted to

reflect the Banks expectation of full recovery of all its sove

reign-guaranteed loans However even with full repayment

of principal and interest at the end of credit event the Bank

suffers an economic loss from not charging interest on over

due interest while the credit event lasts

The credit quality of the sovereign-guaranteed loan portfolio

as of June 30 2012 and December 31 2011 as represented

by the long-term foreign credit rating assigned to each bor

rower country by Standard Poors SP is as follows in

millions

June 30 December 31

CountryRatings 2012 2011

AtoA- 1233 1266

BBB to BBB- 37566 35864

BB to BB- 5242 6995

to B- 17972 18478

CCCto CCC- 341 211

Total 62354 62814

The ratings presented above have been updated as of June 30
2012 and December31 2011 respectively

NON-SOVEREIGN-GUARANTEED LOANS The Bank does not

benefit from full sovereign guarantees when lending to non-

sovereign-guaranteed borrowers Risk and performance for

these loans are evaluated by scoring the individual risk factors

under each of the borrower and transaction dimensions The

major risk factors evaluated at the transaction level consider

the priority that the loans made by the Bank have in relation

to other obligations of the borrower the type of security col
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lateralizing the agreement and the nature and extent of the

covenants that the borrower must comply The major credit

risk factors considered at the borrower level may be grouped

into three major categories political risk commercial or

project risk and financial risk

The country rating is considered proxy of the impact of the

macro-economic environment on the ability of the borrower

to reimburse the Bank and as such it is considered ceiling

for the transaction dimension risk rating The credit quality of

the non-sovereign-guaranteed loan portfolio as of June 30
2012 and December 31 2011 excluding loans to other de

velopment institutions as represented by the Banks internal

credit risk classification system is as follows in millions

Loan income recognized

Loan income that would have been

recognized on an accrual basis

during the period

Loan income recognized

Loan income that would have been

recognized on an accrual basis

during the period

Three months ended

June 30

2012 2011

18

Six months ended

June 30
2012 2011

Allowance for Loan and Guarantee Losses

SOVEREIGN-GUARANTEED PORTFOLIO collective evalua

tion of collectibility is performed for sovereign-guaranteed

loans and guarantees The performance of said portfolio has

been excellent particularly given the market credit ratings of

many of the Banks borrowing countries However in the

past the Bank has experienced delays in the receipt of debt

service payments sometimes for more than six months Since

the Bank does not charge interest on missed interest payments

for these loans such delay in debt service payments is viewed

as potential impairment as the timing of the cash flows are

not met in accordance with the terms of the loan contract

NON-SO VEREIGN-GUARAJSJTEED PORTFOLIO For non-sove

reign-guaranteed loans and guarantees collective loss al

lowance is determined based on the Banks internal credit

risk classification system The first step in the calculation of

the collective loan and guarantee loss allowance is the estima

tion of an expected rate of transition of projects from non-

impaired risk categories to the impaired/default category

This impairment/default rate is applied to each risk category

Transitions of debt instruments from various risk categories

to impairment/default status are modeled utilizing worldwide

non-sovereign data gathered from the documented experience

of rated non-sovereign-guaranteed debt issuances of similar

risk levels

An appropriate estimated rate of loss from projects once im

paired is determined based upon the Banks specific expe
rience gained in the assessment of the losses stemming from

impairments in its own non-sovereign-guaranteed portfolio

Based upon the impairmenl/defàult rate for each risk cate

gory ii the distribution of the non-sovereign-guaranteed

__________
portfolio in each of these categories and iii the loss rate once

defaulted the required level of the collective loss allowance is

129 determined

126
The changes in the allowance for loan and guarantee losses

for the periods ended June 30 2012 and December 31 2011

were as follows in millions

Outstanng balance at

June 30 December31 SPlMoodys Rating

Risk Classification 2012 2011 Equixalent

Excellent 217 117 BBB/Baa3orhigher

Veiy Streng 577 494 BB Del

Streng 1330 1270 BB/Ba2

Satisfhctoiy 496 517 BB-/Ba3

Fair 319 319 B/B1
Weak 34 114 B/B2

PossibleLoss 221 183 B-/B3

lmpaixcd 264 129 CCC-D/Caa-D

Total 3.458 3143

In addition as of June 30 2012 the Bank has loans to other

development institutions of $166 million 2011 $173 mil

lion which are rated AAA and A-

Past due and Non-accrual loans

As of June 30 2012 there were no loans considered past due

Non-sovereign-guaranteed loans with an outstanding balance

of $264 million were in non-accrual status $129 million at

December 31 2011 including $134 million whose maturity

has been accelerated

Impaired loans

The Bank has non-sovereign-guaranteed loans with outstand

ing balances of $264 million classified as impaired at June 30
2012 Impaired loans have specific allowances for loan losses

amounting to $82 million $41 million at December 31

2011

The following table provides financial information related to

impaired loans as of June 30 2012 and December 31 2011

in millions

June30 December31

2012 2011

Recorded investment

at end ofperiod 264

Average recorded investment

during the penod 187

In addition summary of financial information related to

impaired loans affecting the results of operations for the three

and six months ended June 30 2012 and 2011 is as follows

in millions
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June30 December31

2012 2011

Ralancebeginningofyear 175 172

Provis ion for loan and

guarantee losses 40

Balance end of period 215

Conposedof

Allowance for loan losses

Allowance for guarantee
losses

____________ _________
Total

The allowance for guarantee losses is included in Other liabilities in the

Condensed Balance Sheet

As of June 30 2012 the total allowance for loan and guaran

tee losses is composed of $10 million related to the sove

reign-guaranteed portfolio and $205 million related to the

non-sovereign-guaranteed portfolio 2011 $9 million and

$166 million respectively The provision for loan and guar

antee losses include provisions of $1 million and $1 million

related to sovereign-guaranteed loans in 2012 and 2011 re

spectively

During the first six months of 2012 there were no changes to

the Banks policy with respect to the allowance for loan and

guarantee losses from the prior year Except for the impaired

loans on the non-sovereign-guaranteed portfolio all loans and

guarantees have been collectively evaluated for impairment

The collective allowance for loan and guarantee losses as of

June 30 2012 amounted to $133 million 2011 $134 mil

lion including $123 million 2011 $125 million related to

the non-sovereign-guaranteed portfolio

Troubled debt restructurings

The Bank does not reschedule its sovereign-guaranteed loans

modification of loan is considered troubled debt restruc

turing when the borrower is experiencing financial difficulty

and the Bank has granted concession to the borrower

restructured loan is considered impaired when it does not

perform in accordance with the contractual terms of the re

structuring agreement loan restructured under troubled

debt restructuring is considered impaired but it is not dis

closed as such after the year it was restructured unless there

is noncompliance under the terms of the restructured

agreement

During the first six months of 2012 there were no troubled

debt restructurings or payment defaults associated with the

loan modified as troubled debt restructuring in 2011

NOTE FAIR VALUE OPTION

In 2008 the Bank elected the fair value option under GAAP
for most of its medium- and long-term debt to reduce the

income volatility resulting from the previous accounting

asymmetry of marking to market borrowing swaps through

income while recognizing all borrowings at amortized cost

The changes in the fair value of elected borrowings are now

also recorded in income

In order to reduce the income volatility resulting from the

changes in fair value of its lending swaps which are not off

set by corresponding changes in the fair value of loans as all

the Banks loans are recorded at amortized cost the Bank

modified in 2011 its borrowing fair value option policy to

address income volatility on financial instruments i.e bor

rowings and loans portfolio basis rather than on an instru

ment-by-instrument basis

The changes in fair value for borrowings elected under the

fair value option have been recorded in the Condensed

Statement of Income and Retained Earnings for the three and

six months ended June 30 2012 and 2011 as follows in

millions

Borrowing expenaea after swaps

Net fair value adjustments on

non-trading portfolioa

Total changes in fairvalue

included in Net income

Three months ended

June 30
2012 2011

483 535

112 1105

371 1640

Six months ended

June 30

2012 2011

The difference between the fair value amount and the unpaid

principal outstanding of borrowings measured at fair value as

of June 30 2012 and December 31 2011 was as follows in

millions

December 31
June 30 2012 2011

Fair value 48638

Unpaid principal outstanding 44739 45571

Fair value over unpaid principal

outstanding 3899 3764

Includes accrued inlerest of $419 million at Jane 302012 and $434 million

atDecen-ber3l2011

NOTE DERIVATIVES

RISK MANAGEMENT STRATEGY AND USE OF DERIVATIVES

The Bank faces risks that result from market movements

primarily changes in interest and exchange rates that are mi

tigated through its integrated asset and liability management

framework The objective of the asset and liability manage

ment framework is to align the currency composition maturi

ty profile and interest rate sensitivity characteristics of the

assets and liabilities for each liquidity and lending product

portfolio in accordance with the particular requirements for

that product and within prescribed risk parameters When

necessary the Bank employs derivatives to achieve this

alignment These instruments mostly currency and interest

rate swaps are used primarily for economic hedging purpos

175

192

23

.5 215

150

25

175

Borrowing expenses after swaps

Net fair value adjustments on

non-trading portfolios

Total changes in fairvalue

included in Net income

977 1069

25 963

1002 2032
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es but are not designated as hedging instruments for account

ing purposes

significant number of the current borrowing operations

include swaps to economically hedge specific underlying

liability producing the funding required i.e the appropriate

currency and interest rate type The Bank also uses lending

swaps to economically hedge fixed-rate fixed-base cost rate

and local currency loans and investment swaps that hedge

particular underlying investment security and produce the

appropriate vehicle in which to invest existing cash In addi

tion the Bank utilizes interest rate swaps to maintain the du

ration of its equity within prescribed policy band of to

years

ACCOUNTING FOR DERIVATIVES All derivatives are recog

nized in the Condensed Balance Sheet at their fair value and

are classified as either assets or liabilities depending on the

nature debit or credit of their net fair value amount

The interest component of the changes in fair value of in-

vestment lending borrowing and equity duration derivatives

is recorded in Income from Investments Interest Income

Condensed Balance Sheet

from Loans after swaps Borrowing expenses after swaps

and Other interest income respectively over the life of the

derivative contract with the remaining changes in the fair

value included in Income from Investments-Net gains for

investment derivatives and in Net fair value adjustments on

non-trading portfolios for lending borrowing and equity du

ration derivative instruments

The Bank occasionally issues debt securities that contain

embedded derivatives these securities are carried at fair

value

FINANCIAL STATEMENTSPRESENTATION The Banks deriva

tive instruments as of June 30 2012 and December 31 2011

and their related gains and losses for the three and six months

ended June 30 2012 and 2011 are presented in the Con

densed Balance Sheet the Condensed Statement of Income

and Retained Earnings and the Condensed Statement of

Comprehensive Income as follows in millions

Derhatiws not Designated

as Hecing Instruments

Currency Swaps

Balance Sheet Location

Currency and interest rate swaps

Investments Trading

Loans

Borrowings

Accrued interest and other charges

Currency and interest rate swaps

Investments Trading

Loans

Borrowings

Other

Accrued interest and other charges

June 302012

Assets Liabilities
__________

28 30 11

41 271 109

4839 556 4785

108 62

42

1608

2015 95 1917

267 215

243 72 252

7544 2613 7405

45

186

703

35

1472

91

89

2552

Interest Rate Swaps

December 312011
Assets Liabilities

113 69

Balances are reported gross prior
to counterparty netting in accordance with existing imster netting derivative agreements
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Condensed Statement of Income and Retained Earnings and Condensed Statement of Comprehensive Income

Derisalises not Designated

as Hecing Instruments

Currency Swaps

1nvestnnts Trading

Location of Gain Loss from Deriatis

Income from investments

Interest

Net gains

Income from loans after swaps

Net Ibir value adjustments on non-trading portfolios

Borrowing elqenaes after swaps

Net fair value adjustments on non-trading portfolios

Other comprehensive income loss-Translation

adjustments

Income from investments

Interest

Net gains

Other comprehensive income 1055-Translation

adjustments

Income mmloans after swaps

Net fur value adjustments on non-trading portfolios

Borrowing erqwnses after swaps

Net fuir value adjustments on non-trading portfolios

Other comprehensive income loss -Translation

adjustments

Other interest income

Net fur value adjustments on non-trading portfolios

The following tables provide information on the contract val

ue/notional amounts of derivative instruments as of June 30
2012 and December 31 2011 in millions Currency swaps

are shown at face value and interest rate swaps are shown at

the notional amount of each individual payable or receivable

leg Included in the other category are interest rate swaps used

to maintain the equity duration within policy limits

21 25

49 71

262 305

244 825

27 10

52

51

637

1.... 10 A1

Derriuliw type Currency swain

Rate Receisaltie PayaIe

Investments -trading

Fiwd 1888

Adjustable 1918 2073

tans

Fiwd

Adjustable

Borrowings

Flied

Adjustable

Other

Flied

Adjustable

51

41

1413

932 141 12750

2171 tl37 12950 341

Borrowings

Fired 19863

Adjustable 4014

Other

144 31656 349

20336 5408 36142

Three months endedjune3O Six months endedjune3fl

2012 2011 2012 2011

Loans

Borrowings

Interest Rate Swaps

Investments Trading

Loans

Borrowings

Other

ii

43

144

531

26

13

12

48

104

596

858

32

15

90

349

200

270

26

78

205

12

32

188

136

394

96

36

103

281

208

323

26

84

1219

13

84

206

116

425

13

The Bank is not required to post collateral under its derivative

agreements as long as it maintains AAA credit rating Should

the Bank credit rating be downgraded from the current AAA
the standard swap agreements detail by swap counterparty

the collateral requirements that the Bank would need to satisfy

in this event The aggregate fair value of all derivative instru

ments with credit-risk related contingent features that are in

liability position at June 30 2012 is $258 million $180 mil

lion at December 31 2011 after consideration of master net

ting derivative agreements If the Bank was downgraded one

notch from the current AAA credit rating it would be required

to post collateral in the amount of $20 million at June 30 2012

2011 $81 million

Interest Rate
swaçn

Receisalie Pawlie

-$2073

967 124 119%

2165 1188 11996 124

20061 208 36525 349

3700 20180 Sf07 39801

7823

7823

Decenirer 312011

Derrialiw type Currency swan

Rate type Receisaljle PayaNe

investments -trading

Fired 1345

Adjustable 1351

Interest Rate Swain

Receisaltie Payatde

2297

2297

Loans

Fired

Adjustable

Fired

Adjustable

6143

6143
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NOTE FAIR VALUE MEASUREMENTS

The framework for measuring fair value establishes fair val

ue hierarchy that prioritizes the inputs to valuation techniques

used to measure fair value The hierarchy gives higher priori

ties to unadjusted quoted prices in active markets for identical

and unrestricted assets or liabilities Level and adjusted

quoted prices in markets that are not active or inputs that are

observable either directly or indirectly for similar assets or

liabilities Level and the lowest priority to unobservable

inputs i.e supported by little or no market activity Level

The Banks investment instruments valued based on quoted

market prices in active markets valuation technique consis

tent with the market approach include obligations of the Unit

ed States and Japanese governments Such instruments are

classified within Level of the fair value hierarchy As re

quired by the framework for measuring fair value the Bank

does not adjust the quoted price for such instruments

Substantially all other Bank investment instruments are valued

based on quoted prices in markets that are not active external

pricing services where available solicited broker/dealer pric

es or prices derived from alternative pricing models utilizing

available observable market inputs and discounted cash flows

These methodologies apply to investments including govern

ment agencies and corporate bonds asset-backed and mort

gage-backed securities bank obligations and related financial

derivative instruments primarily currency and interest rate

swaps These instruments are classified within Level of the

fair value hierarchy and are measured at fur value using valua

tion techniques consistent with the market and income ap
proaches

The main methodology of external pricing service providers

involves market approach that requires predetermined

activity volume of market prices to develop composite price

The market prices utilized are provided by orderly transactions

being executed in the relevant market transactions that are not

orderly and outlying market prices are filtered out in the de

termination of the composite price Other external price pro

viders utilize evaluated pricing models that vary by asset class

and incorporate available market information through bench

mark curves benchmarking of like securities sector group

ings and matrix pricing to prepare
valuations

Investment securities are also valued with prices obtained

from brokers/dealers Brokers/dealers prices may be based

on variety of inputs ranging from observed prices to pro

prietaiy valuation models The Bank reviews the reasonabili

ty of brokers/dealers prices via the determination of fair

value estimates from internal valuation techniques that use

observable market inputs

Medium-and long-term borrowings elected under the fair

value option and all currency and interest rate swaps are

valued using quantitative models including discounted cash

flow models as well as more advanced option modeling

techniques when necessary depending on the specific struc

tures of the instruments These models and techniques re

quire the use of various market inputs including market yield

curves exchange rates interest rates spreads volatilities and

correlations Significant market inputs are observable during

the full term of these instruments The Bank considers

consistent with the requirements of the framework for

measuring fair value the impact of its own creditworthiness

in the valuation of its liabilities These instruments are

classified within Level of the fair value hierarchy in view

of the observabiity of the significant inputs to the models

and are measured at fair value using valuation techniques

consistent with the market and income approaches

Level investment borrowing and swap instruments ifany

are valued using Managements best estimates utilizing

available information including external price providers

where available or broker/dealer prices when less liquidity

exists quoted price is out of date or prices among bro

kers/dealers vary significantly other valuation techniques

may be used i.e combination of the market approach and

the income approach and ii market yield curves of other

instruments used as proxy for the instruments yield

curves for borrowings and related swaps These methodolo

gies are valuation techniques consistent with the market and

income approaches

The following tables set forth the Banks financial assets and

liabilities that were accounted for at thir value as of June 30

2012 and December 31 2011 by level within the fair value

hierarchy in millions
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Financial assets

23

Assets

Investments Trading

Obligations of the United States Government and

its corporations and agencies

U.S Government-sponsored enterprises

Obligations of non-U.S governments and agencies

Bank obligations

Mortgage-backed securities

U.S residential

Non-U.S residential

U.S commercial

Non-U.S commercial

Asset-backed securities

Collateralized loan obligations

Other collateralized debt obligations

Other as set-backed securities

Total Investments Trading

Currency and interest rate swaps

Total

Fair Value

Measurements

June 3020121 Level

438

110

128
_________

19416

7544 _________

26960
________

Assets

Investments Trading

Obligations of the United States Government and

its corporations and agencies

U.S Government-sponsored enterprises

Obligations of non-U.S governments and agencies

Bank obligations

Mortgage-backed securities

U.S residential

Non-U.S residential

U.S commercial

Non-U.S commercial

Asset-backed securities

Collateralized loan obligations

Other collateralized debt obligations

Other asset-backed securities

Total Investments Trading

Currency and interest rate swaps

Total

Fair Value

Measurements

December31 2011t Level

1974

841

5586

3323

1269

444

419

167

239

750

470

125

155
__________

13743

7405
__________

21148
________

841

5443

3323

1264

444

414

167

239

680

470

55

155

11551

7405

18956

Represents the fair value of the referred assets including their accrued interest presented in the Condensed Balance Sheet under

Accrued interest and other charges of $40 million for trading investments and $365 million for currency and interest rate swaps

Level Level

5467 5266 201

635 635

7865 539 7326

3723 3723

1050 1045

348 348

353 348

140 140

209 209

676 608 68

438

42 68

128

5805 13538 73

7544

___________
5805 21082 73

Represents the fair value of the referred assets including their accrued interest presented in the Condensed Balance Sheet under

Accrued interest and other charges of $33 million for trading investments and $351 million for currency and interest rate swaps

Lewl2 Lewl3

1974

143

2117

2117

70

70

75

75
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Financial Iliabilities

Currency and interest tate swaps

Total

Fair Value

Measurements

Represents the fair value of the referred liabilities including their accrued interest presented in the Condensed Balance Sheet under Accrued interest on

borrowings of $419 million for borrowings and under Accrued interest and other charges of $9 million for
currency

and interest rate swaps

Fair Value

Measurements

_______________________________________________
December 3l2Oll Level Level Level

Borrowings measured at fair value 49335 49335

Currency and interest rate swaps

Total

Represents the fur value of the referred liabilities including their accrued interest presented in Condensed Balance Sheet under Accrued interest on borrowings

of $434 million for borrowings and under Accrued interest and other charges of $20 million for currency and interest rate swaps

24

The tables below show reconciliation of the beginning and

ending balances of all financial assets measured at fair value

on recuning basis using significant unobservable inputs

Level for the three and six months ended June 30 2012

and 2011 in millions There were no financial liabilities

measured at fair value using significant unobservable inputs

for the six months ended June 30 2012 and 2011 In addi

tion the tables show the total gains and losses included in Net

Financial assets

income as well as the amount of these gains and losses attri

butable to the change in unrealized gains and losses relating

to assets still held as of June 30 2012 and 2011 in millions

and description of where these gains or losses are reported

in the Condensed Statement of Income and Retained Earn

ings

Three months ended June 30

2012

Fair Value .asurements Using Significant

Unobeerable
Intails Level

Currency and

Investments Interest Rate

Trading Ssven Total

Balance beginning of period
81

Total gains losses included in

Net income

Other conrehensive income loss

Settlements

Transfers out of Level

Balanceendofperiod 73 73

Total gains losset fbr the period included in

Net income attributable to the change in

unrealized gains or losses related to aasets

stillheldattheendoftheperiod

2011

95 95

Liabilities

Borrowings measured at fair value

June 3020l2

48638

Level Level Level

48638

2613 2613

51251 51251

2552 2552

51887 51887

Fair Value asurements Using Significant

Unobsersable musts Level

Currency and

Investments Interest Rate

Trading 5vau Total

105 10581
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Six months ended June 30

2012 2011

Balance beginning of year 75

Total gains losses included in

Net income 13

Other comprehensive income loss

Settlennts 13
Transfers out of Level3

Balance end ofperiod 73

Total gains losses for the period included in

Net income attributable to the change in

unrealized gains or losses related to assets

still held at the end of the period 12 12 13 13

As of June 30 2012 the investment portfolio includes $73

million of securities classified as Level The pricing infor

mation for these securities is not developed or adjusted by the

Bank and is obtained through external pricing sources

The significant unobservable inputs used in the fair value

measurements of the Banks investments in other collatera

lized debt obligations and non-U.S residential mortgage-

backed securities classified as Level are prepayment rates

probability of default and loss severity in the event of default

Significant increases decreases in any of those inputs in

isolation would result in significantly lower higher fair

value measurement Generally change in the assumption

used for the probability of default is accompanied by direc

tionally similar change in the assumption used for the loss

severity and directionally opposite change in the assumption

used for prepayment rates

The Treasuty Division is responsible for mark to market val

nations for financial statement purposes of investments bor

rowings and derivatives including those with significant

unobservable inputs and reports to the Treasurer of the Bank

The Accounting Division is responsible for monitoring con

trolling recording and reporting fair values related to invest

ments borrowings and all derivatives The two groups work

in close coordination to monitor the reasonableness of fair

values Such monitoring includes but is not limited to valida

tion against counterparty values internally developed models

and independent price quotes for similar instruments when

available

Gains losses are included in the Condensed Statement of Income and Retained Earnings as follows in millions

Total Gains

L..osses

included in Net

Income for the

Period

Incotut frominvestnents

Total

Three months ended June 30

Fair value Measurements Using Significant

Unobserable Inputs LewI

Currency and

Inwstments Interest Rate

Trading Swaps Total

Fair Value Measurements Using Significant

Unobsersable Inputs LewI

Currency and

Inwstments Interest Rate

Trading Swaps Total

75 100 100

13 14

13 16

14

16

73 95 95

2012 2011

Change in

Unrealized

Gains Losses

related to Assets

Sf11 Heldat End

of Period

Total Gains

Losses

included in Net

Income for the

Period

Change in

Unrealized

Gains Losses

related to Assets

Slill Held at End

of Period



Condensed Ouarterlv Financial Statements 26

Six months ended June 30

The Bank accounts for its loans and certain borrowings at

amortized cost with their corresponding fhir value disclosures

included in Note Fair Values of Financial Instruments

The fair value of the loan portfolio which amounted to ap
proximately $71102 million as of June 30 2012 $70882

million as of December 31 2011 was determined using

discounted cash flow method income approach by which

cash flows are discounted at applicable market yield

curves adjusted for the Banks own funding cost plus its lend

ing spread for sovereign-guaranteed loans and ii market

yield curves consistent with the borrowers SP credit rating

equivalent for non-sovereign-guaranteed loans This metho

dology has been developed based on valuation assumptions

that management believes hypothetical market participant

would use in pricing the Banks loans Those valuation as

sumptions include observable inputs such as the market yield

curves mainly based on LIBOR and unobservable inputs

such as internal credit risk assumptions Due to the fact that

the unobservable inputs are considered significant the fhir

value disclosure of the Banks loan portfolio has been classi

fied as Level

The fair value of borrowings recorded at amortized cost

which amounted to approximately $20867 million as of June

30 2012 $15463 million as of December 31 2011 was

determined using the same inputs and valuation techniques as

disclosed above for the borrowings recorded at fair value

Such valuation techniques are based on discounted cash flows

or pricing models income approach and utilize market oh
servable inputs Accordingly the thir value disclosure for

borrowings recorded at amortized cost is considered Level

under the fair value hierarchy

NOTE NET FAIR VALUE ADJUSTMENTS ON
NON-TRADING PORTFOLIOS

Net fair value adjustments on non-trading portfolios on the

Condensed Statement of Income and Retained Earnings for

the three and six months ended June 30 2012 and 2011 com

prise the following in millions

Ornngeinfarvalueofdeeivative

instmnunts due to nlvenxnts in

Ehange totes 465

Interest lutes 205

Total change in fatrvalue of derivatives l9

Orange in thrrvahje ofbonowings due

to rmvonuuts in

fachangeates 549 552 103 814

Interest rates 437 _j J2i _....iiiii

Total change in fair value nfborrorensgs 112 1105 25 _a
2rterncy tranuactioss gains lussru on bonussings

andluansatamntianlccst 07 13 96 83

Total 6238 j_

Net fair value gains on non-trading derivatives resulting from

changes in interest rates were $40 million for the first six

months of 2012 These gains were oflint by fair value losses

on borrowings of $128 million The income volatility related

to movements in interest rates which amounted to loss of

$88 million for the six months period ended June 30 2012

compared to loss of $182 million for the same period last

year was primarily due to fair value losses on lending swaps

$185 million losses associated with changes in the Banks

credit spreads on the borrowing portfolio approximately $5

million and losses from changes in swap basis spreads ap
proximately $50 million which were partially oftet by

gains on equity duration swaps $51 million and gains on

swaps where the associated bond was not elected for fair val

ue treatment $101 million

The Banks borrowings in non-functional currencies are fully

swapped to functional currencies thus protecting the Bank

against fluctuations in exchange rates During the first six

months of 2012 exchange rate changes decreased the value

of borrowings and loans resulting in net gain of $199 mil

lion 2011 net loss of $731 million which was offset by

net loss from changes in the value of the borrowing and lend

ing swaps of $199 million 2011 net gain of $725 million

NOTE BOARD OF GOVERNORS APPROVED
TRANSFERS

As part of the ninth general increase in the resources of the

Bank IDB-9 the Board of Governors agreed in principle

and subject to annual approvals by the Board of Governors

and in accordance with the Agreement to provide $200 mil

lion annually in transfers of Ordinary Capital income to the

1DB Grant Facility beginning in 2011 and through 2020 At

2012

Income from investments

Total

2011

Change in Change in

Total Gains Unrealized Total Gains Unrealized

Losses Gains Losses Losses Gains Losses

includedin Net related to Assets included in Net related to Assets

Income for the Still Held at End Income for the Still Held at End

Period of Period Period of Period

13 12 14 13

13 12 14 13

Three nrandss ended Six msnlhs ended

Jnne3O .lnne3O

2012 2018 2012 2011

51 199 725

880 159 692
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its annual meeting in Montevideo Uruguay in March 2012

the Board of Governors approved the $200 million transfer

corresponding to 2012 Such transfers are recognized as an

expense when approved by the Board of Governors and

funded in accordance with the 1DB Grant Facility funding

requirements The undisbursed portion of approved transfers

is presented under Due to 1DB Grant Facility on the Con

densed Balance Sheet

NOTE CAPITAL STOCK

Effective January 18 2012 the Board of Governors adopted

resolution authorizing the IDB-9 that provides for an in

crease in the Banks Ordinary Capital of $70000 million to

be subscribed to by Bank members in five annual install

ments Of this amount $1700 million is in the form of paid-

in capital stock and the remainder constitutes callable capital

stock

On February 29 2012 the 1DB-9 entered into effect which

was also the effective date of the first installment The IDB-9

provides for an increase in the Banks Ordinary Capital of

$70000 million to be subscribed to by Bank members in five

annual installments Of this amount $1700 million is in the

form of paid-in capital stock and the remainder constitutes

callable capital stock As of April 20 2012 the deadline for

member countries to commit to subscribe to additional ordi

nary capital stock subscriptions from 46 member countries

amounting to $65731 million were received by the Bank

The Netherlands and Venezuela did not subscribe to the re

spective shares of the increase that had been reserved for

them amounting to $4269 million of which $237 million

correspond to the shares reserved for the Netherlands and

$4032 million correspond to those for Venezuela Of the

total shares subscribed 5134300 shares in the amount of

$61937 million or 88% of the total increase were eligible

for allocation representing the amount of shares subscribed

less shares that were not allocated in order to comply with the

associated minimum voting power requirements of the

Agreement Of the total shares allocated $1504 million

represents paid-in capital stock and $60433 million

represents callable capital stock

The shares of the increase that had been reserved for the

Netherlands and Venezuela 19639 and 334278 shares re

spectively are being held by the Bank and will be reallocated

by the Banks Board of Governors

On February 29 2012 Canada notified the Bank that it was

exercising its right to replace shares of non-voting callable

capital stock with shares allocated under the IDB-9 Accor

dingly effective March 30 2012 Canada replaced 40358

non-voting callable shares in the amount of $487 million with

an equal amount of voting callable shares under the JDB-9

The changes in subscribed capital during the six months

ended June 302012 were as follow in millions

Balance at

Shares Paid-in CillaNe Total

Januasy 12012 8702335 4339 100641

Subscriptions

during 2012 1026851 301 12086 12387

Canadas return of

callable capital 40358 _________ ___________ ____________

Balance at

June 302012 9688828 4640 112240 116880

As of June 30 2012 the Bank has collected $240 million of

the $301 million paid-in subscribed capital The remaining

$61 million has been recorded as Capital subscriptions re

ceivable reducing equity in the Condensed Balance Sheet

NOTE PENSION AND POSTRETIREMENT BENE
FIT PLANS

The Bank has two defined benefit retirement plans Plans for

providing pension benefits to employees of the Bank the

Staff Retirement Plan for international employees and the

Local Retirement Plan for national employees in the country

offices The Bank also provides health care and certain other

benefits to retirees under the Postretirement Benefits Plan

PRBP

CONTRiBUTIONS All contributions are made in cash Contri

butions from the Bank to the Plans and the PRBP during the

first six months of 2012 were $43 million 2011 $46 mil

lion As of June 30 2012 the estimate of contributions ex

pected to be paid to the Plans and the PRBP during 2012 was

$50 million and $36 million respectively the same amount

disclosed in the December 31 2011 financial statements

Contributions for 2011 were $59 million and $34 million

PERIODICBENEFITCOST Net periodic benefit costs are allo

cated between the Ordinary Capital and the FSO in accor

dance with an allocation formula approved by the Board of

Governors for administrative expenses and are included un
der Administrative expenses in the Condensed Statement of

Income and Retained Earnings

The following table summarizes the benefit costs associated

with the Plans and the PRBP for the three and six months

ended June 302012 aiid 2011 in millions

104980

487 487

respectively

Three nsOlsthi ended Six months roiled

ieee 30 June30

2012 2011 2012 2011

Service cost 22 16 43 33

Interest cost 37 38 75 75

Eqected return an

plan assets 46 47 92 94
Aroostization ot

Prior service cost

Unrecognizadnetactuariallosses 16

Net periodic benefit cost $21 $7 $42 $15

Ofwlsich

ORCs shore 20

FSOs shsre

41 IS

-S
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Three months ended Six mnnths ended

Jnne3O June30

2012 2011 2012 2011

Sorvice 000t 12 23 17

1000000 19 t9 37 37

Eqocted return on

pktu assets 19 19 37 37
AnDrtintion of

PIlot service cost 18

Unrecognioud not actuarial lossos.

Netpoiodicbouofi II 18 36 $35

Of which

ORCu share 17 17 35 34

FSOs share

NOTE VARIABLE INTEREST ENTITIES

The Bank has identified loans and guarantees in Variable

Interest Entities VIEs in which it is not the primary benefi

cialy but in which it is deemed to hold significant variable

interest at June 30 2012 The majority of these VIEs do not

involve securitizations or other types of structured financing

These VIEs are mainly investment funds where the gen
eral partner or fund manager does not have substantive equity

at risk ii operating entities where the total equity investment

is considered insufficient to permit such entity to finance its

activities without additional subordinated financial support

and iii entities where the operating activities are so narrowly

defined by contracts e.g concession contracts that equity

investors are considered to lack decision making ability

The Banks involvement with these VIEs is limited to loans

and guarantees which are reflected as such in the Banks

financial statements Based on the most recent available data

the size of the VIEs measured by total assets in which the

Bank is deemed to hold significant variable interests totaled

$2967 million at June 302012 and December 31 2011 The

Banks total loans and guarantees outstanding to these VIEs

were $356 million and $92 million respectively $356 mil

lion and $90 million respectively at December 31 2011
Amounts committed not yet disbursed related to such loans

and guarantees amounted to $0 million $3 million at De
cember 312011 which combined with outstanding amounts

results in total Bank exposure of $448 million at June 30
2012 $449 million at December31 2011

The Bank has made loan amounting to approximately $32

million to one VIE for which the Bank is deemed to be the

primary beneficiary The Banks involvement with this VIE

is limited to such loan which is reflected as such in the

Banks financial statements Based on the most recent avail

able data the size of this VIE measured by total assets

amounted to approximately $32 million which is considered

immaterial and thus not consolidated with the Banks finan

cial statements

NOTE RECONCILIATION OF NET INCOME TO
NET CASH USED IN PROVIDED BY OPERATING

ACTiVITIES

reconciliation of Net income to Net cash used in provided

by operating activities as shown on the Condensed Statement

of Cash Flows is as follows in millions

Six months enthd

June 30

2012 2011

Netinconm 137 240

Difference between anmunts accnted

and armunts paid or collected for

loan inconm 30

lnvestnmntinconm 117 31
Other interest inconm

Net unrealized gain on trading investnrnnts 72 123

Interest and other costs ofborrowings after
swaps ItO 118

Administrative erqxcnses including depreciation 23

Special progranx 10
Net fair value adjustnwnts on non-trading portfolios 88 188

TransferstothelDBfaantFacility 131 269

Net increase decrease in trading investnents 5169 3102

Provision credit for loan and
guarantee

losses 40 23
Net cash used in provided by operating activities 4764 3660

Supplemental dsclosure of noneash acthities

Increase decrease resulting from exchange rate fluctuations

Trading investnmnts

loans outstanding

Borrowings

Receivable from nmnders-net

NOTE 0- SEGMENT REPORTING

Management has determined that the Bank has only one re

portable segment since the Bank does not manage its opera

tions by allocating resources based on determination of the

contributions to net income of individual operations The

Bank does not differentiate between the nature of the prod

ucts or services provided the preparation process or the me
thod for providing the services among individual countries

For the six months ended June 30 2012 and 2011 loans

made to or guaranteed by three countries individually gener

ated in excess of 10% of loan income before swaps as fol

lows in millions

Six months ended

June 30
2012 2011

Brazil 186 209

Mexico 191 187

Argentina 155 167

NOTE FAIR VALUES OF FINANCIAL INSTRU
MENTS

The following methods and assumptions were used by the

Bank in measuring the fair value for its financial instruments

Cash The carrying amount reported in the Condensed Bal

ance Sheet for cash approximates fair value

Investments Fair values for investment securities are based

on quoted prices where available otherwise they are based

on external pricing services independent dealer prices or

discounted cash flows

Loans The Bank is one of very few lenders of development

loans to Latin American and Caribbean countries It does not

sell its loans nor does it believe there is comparable market

11

43

194

43

230

13
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for its loans The absence of secondary market for the

Banks loans made it difficult to estimate their Ihir value de

spite the
flexibility

offered by the thir value framework

However effective in 2011 Management in recognition of

steady practice of several years in the multilateral develop

ment institutions industry made the decision of estimating

and disclosing the fair value of the Banks loan portfolio us

ing discounted cash flow method by which cash flows are

discounted at applicable market yield curves adjusted for

the Banks own funding cost plus its lending spread for sove

reign-guaranteed loans and ii market yield curves consis

tent with the borrowers SP credit rating equivalent for

non-sovereign-guaranteed loans

Swaps Fair values for interest rate and currency swaps are

based on discounted cash flows or pricing models

Borrowings The fair values of borrowings are based on

discounted cash flows or pricing models

The following table presents the fair values of the financial

instruments along with the respective carrying amounts as of

June 302012 and December 312011 in millions

1sh 1644

1nvtnufls-ti1ing 19416

IQans oun
Qmncyatmte

Sapa teceivable

liwestneiits
-tiading

th

BDnov.ingsSm
Ivledium and long-temi

rvasuredatIairvalue

7vsudatanD1ti2edcnst.

Qinencyand intest rate
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1955 1738 1738
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NOTE SUBSEQUENT EVENTS

Management has evaluated subsequent events through Au
gust 2012 which is the date the financial statements were

issued As result of this evaluation there are no subsequent

events that require recognition or disclosure in the Banks

Condensed Quarterly Financial Statements as of June 30

2012
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Value Value Value
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